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January 31, 2008

Mr. Mark B. Horton, Direcior
California Department of Public Hesalth
1615 Capito! Avenue

Sacramenio, CA 858388-7377

Dear Mr. Horton:
Finzl Report—Licensing and Certification Fee Methodology Review

Enclosed is the final report on our review of the California Department of Public Health's Licensing
and Certification Division’s (Division) fee methodology and staff utilization. The Department of
Finance, Office of Siate Audits and Evaluations, performed this audit in accordance with the 2007
gudget Act.

The observations and recommendations in our report are intended {o assist the Division in
improving operations to ensure that the health facllity fees are fairly allocated and that staff are
efficiently utilized. The Division agreed with the majority of our observations and we appreciate its
willingness to implement corrective actions. In accordance with Finance's policy of increased
transparency, this report wili be placed on our websits.

We appreciate the Division's assistance and cooperation with this review. [If you have any
guestions, please contact Kimberly Tarvin, Manager, or Rich Heberi, Supervisor, at
(916) 322-2985.

Sincerely,
Criginal signed by:

David Botelho, Chief
Office of State Audits and Evaluations

Enclosure

cc: Ms. Kathleen Billingsley, Deputy Director, California Department of Public Health
Ms. Pamela Dickfoss, Assistant Deputy Director, California Depariment of Public Health
Ms. Gretchen Schimidt, Chief, Administration and Program Application Support Section
Branch, California Department of Public Health
Ms. Kim DeWeese, Chief, Administration Section, California Department of Pubilic Health
Ms. Mary Cody, Audit Coordinator, California Department of Public Health
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" XECUTIVE YUMMARY

Pursuant fo the Budget Act of 2007, the Department of Finance, Uffice of State Audits and
Evaluations, reviewed the Department of Public Health’s Licensing and Certification Division’s
(Division) licensing and certification fee methodology and siaff ulilization.

Based on our review, the Division cannot ensure that the licensing and certification fees to be
assessed to the health facilities in fiscal year 2008-08 will fairly aliocate the costs among the
varicus health facilities. Because of design flaws and operational weaknesses in the
timekeeping system, the Division will be unable to implement the new fee methodology in
accordance with Health and Safety Code (HSC) 1266. The faliowing corrective aclions are
necessary because of unsupporied or inaccuraie dala, and poor timesheet design:

Modify the existing timesheet format.

Develop writlen procedures for the Headguariers timesheet adjusiment process.
Provide training to siaff.

Adequately support imesheet adjustments.

Reconcile the timesheet data to the accounting data monthly.

Maintain adequaie supporting documentation to support all data used {o calculate the
fees.
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Additionally, the Division could not demoensirate how the siaff were utilized or whether the
workload activities were sfficiently performed during 2008-07 because it could not provide the
staff utilization and sysierns analysis reports mandaled by HSC 1266, [l is sssential that the
Division develop the required staff utilization and systems analysis reports 1o effeciively manage
the Licensing and Certification Program and to assess whether the staffing estimates in the fee
methodology reflect the actual work efforis required 1o meet the Division’s workload
requiraments.

For additional information related to the issues discussed above, see the Cbservations and
Recommendations section of the report. Appendix | provides an overview of the fee
methodology and Appendix il provides a description of the fimekeeping process.

Recommendations wers developed based on the evaluation of the data and documer

provided and discussions with Division staff.
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Background

The California Department of Public Haalth, Licensing and Cerification Division (Division}, is
responsible for licensing and certifying health care facilities in accordance with siate and federal
guidelines. Ceriification of health facilities operating in California is a requirement for ongoing
receipt of federal Medicare funding. Licensing is a state reguirement that health facitities must
meet to operate legally as health care providers in California. Other Division activities

include providing education fo consumers and health care providers and investigating
compiaints.

The California Health and Safety Code (HSC) Section 1266 was amended by Chapter 74 of the
Statutes of 2006 (AB 1807}, changing the Licensing and Cerlification Program (Program) from a
General Fund program o a Special Fund program. Specifically, the Division is to be supported
entirely by federal and spacial funds, instead of federal and General Funds, beginning

July 1, 2008, unless funds are specifically appropriated from the General Fund in the annual
Budget Act or other enacted legislation.

To meet the required provisions of HSC 1266, the Division created a new timekeeping system
o capture more detailed workload data by facility type and aclivily type beginning July 2008,
However, because the new timekeeping system was not impiemented prior 1o fiscal vear
2006-07, the 2007-08 fees were calculaied using estimates based on the 2005-06 federai
Center for Medicare/Medicaid Services (CMS) data and other information. The CMS data
provides statistics regarding the standard average hours required to complete the activities that
comprise mostly federal surveys that the Division is required to complete each year, bui only
includes some state licensing workload data.

Because HSC 12866 gradually eliminates the General Fund appropriation, the Division
developed a fee methodclogy to aliow it {0 become self-supporting through payments of fees
from the health care facilities. This caused the licensing and ceriification fees 1o rise
significantly; without a corresponding increase in services. The health care facilities raised
concerns regarding the fee increase because they expecied {o see an increase in services
provided by the Division. As a result, the 2007 Budget Act required a review of the licensing
and certification fee methodology and staff utilization.

Objectives and Scope

Pursuant to the Budget Act of 2007, Chanpters 171 and 172 of the Statutes of 2007
(4265-001-3088, Provision 2}, the Depariment of Finance, Office of State Audits and
Evaluations {Finance), performed a review of the licensing and ceriification fee methodology
and staff utilization. The objectives of our review were {0 assess whether the:




¢ Licensing and certification fee methodology that will be used to calculate the 2008-08
fees compilies with requirements of MSC Section 1266.

& 1he 2006-07 data supporting 2008-08 licensing and certification fee calculations is
reliable.

s  Staff posilions were efficiently utilized during 2008-07.

The H3C sections related to the Department of Mental Health fees and reporting responsibilities
were not included in the scope of the review. Additionally, we did not evaluate the efficiency
and effectiveness of the Programy’s cperations.

Methodology

To assess whether the licensing and certification fee methodology complied with HSC
Section 1266, the following steps were performed:

e HSC Section 1268 and Program regulations, policies, and procedures were reviewed {o
gain an understanding of the reguirements.
o Interviews were conducted with Division management and staff to gain an understanding
of the following:
o Administration and calculation of the fees.
o Timesheet system implemented in 2006-07.
o Fee billing process.
o Reconciliation of timeshest data with official accounting records.
= Timesheeis were evaiuated io determine whether they reconciled to workioad hours and
standard average hour computations.
»  Reporis and timesheet data were requested {0 evaluate the staff utilization.
s Informaticn and reporis mandated by HSC Section 1266 were requested to evaluate
other data used in the fee calculations.

The review was performed during the pericd October 30, 2007 through November 16, 2007.
The Observations and Recommendations saction of the report discusses the issues ideniified.
Appendix | provides an cverview of the licensing and certification fee methodology and
Appendix Il describes the timekeeping process. Recommendations were developed based on
the evaluation of the data and documentation provided, and discussions with Division staff.




JBSERVATIONS AND COMMENDATIONS

A review was conducted of the Department of Public Health Licensing and Certification
Division's (Division) licensing and cetiification fee methodology. The following observations and
racommendations were identified:

OBSERVATION 1;  Licensing and Certification Fees Mav Not Be Fairly Assessed
Among the Health Facilities

The Division cannot ensure that the licensing and certification fees {0 be assessed to the health
facilities in fiscal year 2008-02 will fairly allocate the costs among the health facilifies due to
design flaws and operational weaknesses in the timekeeping system. Additionally, other data
recuired fo calcuiate the fees is either unsupported or inaccurate.! Refer to Appendix | for the
licensing and certification fee methodology and Appendix |l for a description of the timekeeping
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system.
Timekeeping System:

Atimekeeping systerm was implemented in fiscal year 2006-07 to meet the requirements of
Health and Safety Code (HSC) Section 12686, This timekeeping system was designed to
capture surveyor hours by field office, facility type, and aclivity type for use in the calculation of
the licensing and certification fees. Based on our review of the timeshests, accounting data,
and interviews with staff, the following design flaws and operational weaknesses were identified:

Design Flaws:

The timekeeping sysiem doss not caplure actual hours spent on each individual survey
completed or the actual hours spent on surveying a specific facility. As a resuli, the standard
gverage hours required fo complete each aclivily cannot be accurately calculated.

Operational Weaknesses:
The data captured by the timekeeping system for 2008-07 is unreliable for calculating the
2008-08 licensing and certification fees due to the following:

& Inaccurate, incomplete, and missing imeshests.

o Lack of timely imesheet corrections.

+ Unsupporied changes made to timesheet data for the period July 2006 through
April 2007,

» Variances between timesheet data and accounting reports.
Montihly timesheet reconciliations not performed.

s Lack of written proceduras for the timashest adjustment process performed by
Headguarters.

! To calculate the 2008-09 licensing and cerlification fees, the Division will likely use the federal Center for
Medicare/Medicaid Services (CMS) data and other estimates instead of the Division's limesheet data. The CMS dala
provides statistics regarding the standard average hours required to complete the activities that comprise mostly
federal surveys that the Division is required to complele each year, but only includes some state licensing workload
data.




Other Data:

Some data used in the 2007-08 fee calculation was not adegquately supporied or the information
did not agree to the source documentation provided. Unless the following issues are corrected,
the 2008-08 fee calculations will be based on the same type of unsupported or inaccuraie data.

s Facility category cost adjustmentis for ProRata, retirament, statewide surcharge,
employee compensation, price increase, and a one-time adjustment which affect the
total costs calculated were supported only by an e~mail for the 2007-08 licensing and
certification fees calculated.

» Total oulpatient facilities and total beds for in-patient facilitiss used in the 2007-08 fee
rate celculations did not agree {o the Electronic Licensing Management System reporis.

The HSC Section 1266 (d){1)(C) requires significant cost items to be charged to the related fee
categories. Therefore, it is imperative that all the data used in the licensing and certification fee
calcutations is accurate and fully supported to ensure that the cosis are fairly allocated among
the health facilities.

Recommendation: Tc correct the timekeeping systemn weaknesses and ensure that the
2008-09 licensing and certification fees fairly aliocate the cosis among the health care faciiities,
the Division must perform the following:

+ Modify the existing timesheet format to capture specific facilitiss surveved and hours
spent an individual surveys.

« Develop written procedures for the Headquariers timesheet adjusiment process and
provide training fo staff.

« [Ensure that all timesheet adjustmenis are adequately supported, including changes
made, purpose of changes, documentation supporiing the need for the change, and
management approval.

s Perform monthly reconciliations of the timesheet data and the accounting daia.
Retiain adequate supporting documentation for data used in the licensing and
certification fee caiculations.

OBSERVATION 2. Division Management Could Not Demonstrate How the Staff
Positions Were Used or Whether the Workioad Activities Were
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Because the Division could not provide the siaff utilization and systems analysis reporis
mandated by HSC Section 1266, we were unable io determine whether siaff positions were
efficiently utilized during 2006-07. Workload data is necessary to effectively manage the
Licensing and Certification Program {Program)} and assess whether the staffing estimates in the
fee methodology reflect the actual work efforts required to meet the Division’s workioad
requirements.

Recommendation: The Division must ensure that accurate data is available to develop the staff
utilization and systems analysis reporis mandated by HSC Section 1266 to demonstrate
effective management of the Program.




yONCLUSION

The Department of Public Health Licensing and Cerlification Division {Division) needs to support
the Licensing and Certification Frogram (Frogram) entirely with federal and Special Fund
revenue beginning July 1, 2008, uniess funds are specifically appropriaied from the General
Fund in the annual Budget Act or other enacted legislation.

The design flaws and cperational weaknesses of the timekeeping sysiem need io be corrected
before the Division can ensure licensing and certification fees will be fairly allocated among the
health facilities. Additionally, the Division needs o compile accurate data to demonstrate how

staff were utilized for 2006-07.

To fully convert the program {o a seli-supporiing Special Fund, and ensure fees are fairly
allocated among the health facilities, it is imperative that corrective actions 1o resolve the above
issues are implemented. Finally, it is vital to the success of the Program that the Division
ensures staff are efficiently utilized 1o carry out the Program objectives.




PPENDIX E

Licensing and Certification Fee Methodology

The California Department of Public Healih Licensing and Certification Division’s (Division)
licensing and certification fee methodelogy requires calculation of the following three factors to
develop the annual healih facility license fess:

e Workload Percentage for Each Facility Type
¢ Estimated Cosis by Facility Type
o Fee Rate for Each Facility Type

el .

Waorkioad Percentage for Each Facility Type
The workload percentage for each facility type is calculated as foillows:

1. identify ali facilities requiring licensure.

2. Group these facilities by facility type.

3. identify the annual number of activities required for each facility type. Activities include
ficensing surveys, recertification surveys, federal targeted survays, initia certification
surveys, etc.”

4. Determégne the estimated standard average hours (SAH) required to complete sach
activity.

5. For each activity type performed for a specific facility type, calculate the total estimated

workload hours using the planned activities and other historical or estimated data.

Separate the federal workload hours from the nonfederal workioad hours for each

aclivity type using the estimaied distribution percentagss.

Total the nonfederal workload hours for each facility type.

Total all nonfederal workload hours.

For each facility type, calculate percentage of the facility type’s nonfederal workload

hours to the totai nonfederal workload hours.

D
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Estimated Costs by Facility Type
The costs by facility type are calculated as foliows:

1. Combine simifar facility types together fo equalize the fee rates among these facilities.
2. Aliocate the baseline budget amounts to each facllity type based on the calculated
workload percentages.’

? The federal activities are mandated by the Center for Medicare and Medicaid Services (CMS). State statutes and
other reguirements mandate the state-only activities required.

“ The enhanced timekeeping system implemented to collect the 2006-07 data was developed to collect the hours by
facility and activity type so that the SAH could be calculated based on actual hours.

“The faciiity type groupings inciude: (1) Skilled Nursing Facilities, Intermediate Care Facilities (1ICF), and Congregate
iiving Health Facilities; (2) {CF for Developmentally Disabled (DD}, ICF DD Nursing, and ICF-DD Habifitative;

{3) General Acufe and Acute Psychiatric Hospitals.




3. Distribute the Budget Change Proposal (BCP) and Finance Letter adjusiments fo the
facility types based on the requirements in the specific BCP or Finance Letter. If the
BCP or Finance Letter does not identify the specific facility type, the costs are allocated
o all facility types based on the calculaied workioad percentage.

4, Aliccate the overhead, benefits, other statewide adjustments, and one-time ioan

repayment costs to the facility types based on the calculated workioad perceniage.

Distribute any cost reductions such as unspent prior year funding, speciiic facility

subsidies, and salary savings fo the facility types based on legislative and Division

decisions.

6. Total the estimated costs for each faciiity type.®

o

Fee Rate for each Facility Type
The fee rates for sach facility type are calculated as follows:

1. Gutpatient Facilities—Divide the total estimated Program costs for each facility type by
the number of facilities. _

2. In-Patient Facilities—Divide the total estimated Program cosis for each faciiity type by
the number of bads.

The number of facilities or beds used to calculate the fee rate for each facility type includes both
staie-owned and non-state-owned facilities. The Division recoups fees for survey activities
performed in exempted state-owned facilities currently from the General Fund.

® The total of the bassline budget and adjustments should equal the total estimated costs calculated for all faciiity
types. Additionally, the total estimated cost of all licensing and certification activities should equal the finding
requirements of the Licensing and Certification Fund.




PPENDIX EE

Timekeeping Process

In July 2006, the Licensing and Certification Division (Division) implemented a timekeeping
system in response io the Health and Safety Code (HSC) Section 1266. The fimekeeping
system was developed to provide more information regarding surveyor hours by field office,
facility type, and activity type. Employees are required 1o record hours worked on timesheets
categorized by facility type, survey type, and survey aciivity for sach workday. There are five
different types of timesheets availabls for use depending upon the classification as follows:
(1) Regular Surveyor, (2} State Facility, (3} Life Safety Code, {4} Consultant, and

(5) Los Angeles County coniracted surveyors. The timesheets are similar in function and
layout; howsaver, each capfure different activities that are specific to that classification.

Employees record their ime by 15-minute increments for each workday on a weekly basis. At
the end of each week, the employee signs and dates the completed timesheet and submits both
the hardcopy and electronic version to the district manager or supervisor for review and
approval. If corrections are necessary, the timesheets are returned 1o the employee for
correction and resubmission. Upon approval, the district manager or supervisor transfers the
electronic timeshset fo their respactive district office’s shared folder by the tenth of the following
month. Oniy the district manager or supervisor has access to the specific directory for the
timesheets they approved. Additionally, the district managers are reguired {o complete a
Monthly Surveyor Verification Form by the tenth of the month to ensure that all surveyor
timesheeats are accounted for and whether or not they worked on surveys during the month.
Supervisors or managers who perform surveys during the month are also included on this form.

The Division’s Program Application Support Section (PASS) operates this timekeeping system
and is rasponsible for extracting the data from the district office folders to collect monthly
timeshest information. Specifically, the PASS fransfers the flies in the district office folders o a
secured direciory in which only select individuals have access and generate timeshest error
reports and the Accounting Stat Reporis.

The Division planned to use this data as a component in the calculation of the licensing and
certification fees for fiscal year 2008-08. However, due io weaknesses in the design and
operation of the timekeeping system discussed in the Observations and Recommendations
section of this report, it is likely that the Division will rely on the Cenler for Medicare and
Medicaid Services data and other estimates {o caiculate the fees for 2008-08.
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Dear Ms. Rosman:

The California Dapartment of Public Health (CDPH) has prepared its response o the
Department of Finance draft report entitled, “Licensing and Certification Fee
Methodology Review.” The CDPH appreciates the opportunity to provide the
Department of Finance with responses {o the draft report.
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Deputy Direcior
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1615 Capitol Avenue, MS 3000
P.O. Box 897413

Sacramenio, CA 95888-7413
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California Department of Public Heallh's Response to the
Department of Finance’s Draft Report Entitled Licensing and Certification Fee
Methodology and Staff Utilization

macommendation 1

To correct the timekeeping system weaknesses and ensure that the 2008-08 licensing
and certification fees fairly allocaie ihe coste among the health care facilities, the
Divisicn must perform the following:

-+ Medify the existing imeshest format {0 capture specific facilities surveyed and hours
spent on individual surveys.

. Develop written procedures for all timekeeping processes and provide fraining o
staff.

. Ensure that all imesheet adjustmenis are adaquately supported, including changes
made, purpose of changes, documentation supporting the need for the change, and
management approval.

. Perform monthly reconciliations of the timesheet data and the accounting data,

. Betain adequate supporting documentation for data used in the licensing and
certification fee calculations.

Response

The California Depariment of Public Health (CDPH) partially agrees with the above
recommendations.

in June of 2008, the Licensing and Certification Program {L&C) implemented a new
Surveyor Timekeeping System. The purpose of this new and improved timekeeping -
system is to capture hours worked specific to facility fype, survey type and activity type;
and, accordingly, charge the L&C program expenditures o the corresponding L&C
funds. In addition, L&C became special funded starting Fiscal Year (FY) 2006-07. As a
Special Fund program, L&C must also ensure that sufficient revenues are coilected to
support costs assoctated with performing all licensing sctivities, The task of ensuring
that the appropriate revenue is coliected is accomplished through the coliection of
surveyor time by activity to calculate the correct ficensing fees for each facility type. To
achieve accurate compliance with these programmatic requirements, it is of uimost
importance fo capiure accurale surveyor time spent performing specific licensing

activiiies by facility type.

Modify Existing Timesheet Format:

The existing timekesping system is 100% Excel based. The current timekeeping
system captures the hours worked by the facility type, survey type, and survey activity.
it doas not capture the number of surveys performed. The number of federal and state
surveys performed is captured via the Federal Automated Survey Processing
Environment (ASPEN). CDPH recognized that it must fink the hours worked with the
number of surveys completed. CDPH is in the initial stages of drafting an Informal
Feasibility Study Report (IFSR) to implement an integrated timekeeping system that will
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California Department of Public Health's Response o the
Department of Finance’s Draft Report Entified Licensing and Certification Fee
Methodology and Staff Utilization

aliow L&C to capture specific survey information in relation 1o the number of surveys
completed. This will provide solid -eliable statistical data to ensure equitable aliocation
of L&C costs among the health care fachiities.

Written Procedures:

Contrary t6 the draft audit findings, COPH does have timekeeping procedures. On
October 22, 2007, CDPH provided the Department of Finance (DOF) with a copy of the
Timekeeping System Procedures Manual. The manual was originally developed with
the implementation of the timekeeping system. Instructions are aisc on the Licensing
and Certification (L&C) Timekeeping intranet wabsite. The hard copy manual and the
intranet are updated as changes occur. Upon implementation of the timekesping
system, training was conducted for all surveyor staff. Timekeeping updates are
distributed to all surveyor staff, Each district office is responsible for training staif as

they are hired.

Adjustments and Monthly Recongiliation:

| &C District Managers/Supervisors are responsible for ensuring that all fimesheets for
all their survey staff are reviewed for accuracy and saved in their respective district
office foider for further processing by L&C Meadquarters (HQ). In March 2007, L&C
idantified that we did not have adequate sfaff assigned to the project or sufficient quality
control procedures in place to ensure ali imesheets were accurately completed and
submitted. Over the next two months, L&C undertook the enormous process of
reviewing all timesheetls (approximately 17,000) received betwesn July 2007 and April
2007. to ensure they were correct and to ensure that we had captured 100% of all
necessary timesheets. The initial task was {0, 1} identify ali staff that was reguired o
complete timesheets and fo ensure that we had the correct number of timesheets for
each survey employee in any given month, and 2j to identify anomalies such as
missing, duplicate, or eroneous timesheets. This was done both manually and via
automated tasks using Excel. Timesheet data by individual employee was compared
against and reconciled to the Calstars Online Reporting Environment (CORE]).
Secondly. all identified errors were o be corrected. Corrected imesneels weie
submitted to HQ. During the correction phase, staff continued fo run error reports (o
identify timesheets that still contained errors. Any additional errors were returned o the
applicable district office for correction. The Program's ebjective is to obiain 2 100%
fimesheet reporting accuracy rate. However, with the impending close Fiscal Year {FY3
5006-07, L&C accepied a 95% accuracy rate. A 5% error rate is acceptabie for auditing
purposing. Those timesheels that still contained errors (5%) were not included in the

statistical accounting reports.
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California Depariment of Public Health's Response to the
Department of Finance’s Draft Report cntitled Licensing and Certification Fee
Methodology and Staff Utilization

Rince June 2007, L&C:

s Has implemenied a Monthly Surveyor Verification Form. This form is to be
completed monthly by each disirict office to ensure that all required timeshests are

accounied for.

. Confinues to run monthly error reporis to ensure timesheeats are correct.
« Updated timesheets to include validation points.

. lsin the initial stages of drafting an Informal Fe sibility Study Report (IFSR} to
implement a more accurate automated fimekeeping system.

. Established and staffed specific functions within the Fiscal and Contracis Unit i
ansure timeshest statistics reporting and adjusiments are accurately reported and
supported. :

Supporting Documentation:

L&C recognizes the need to be more diligent in documenting data used, memorializing
how the data was used, and identifying the source of the data when calculating facility
license fees. L&C will implement a more thorough documentation process for future fee

calculations.

Recommendation 2

The Division must ensure that accurate data is available to develop the staif utilization
and systerns analysis reporis mandated by HSC Section 1268 io demonsirate effective

management of the Program

Response

The California Department of Public Health (CDPH) agrees with the above
recommendation and currently meets the mandaies of HSC Section1266 as slated.

According to page four of the draft DOF audit report, “the Division could not provide the
staff utilization and systems analysis reporis mandated by HSC Section 1266."
However, L&C did provide DOF with the Heaith Facilities License Fees Annual Report
for FY 2007-08. Pages four through 171 of the report contain the Staffing and Systems
Analysis Report as required by HMSC Section 1266(d)(2). The Report consists of five

charts depicting:

13



California Department of Public Healih’s Response to the
Department of Finance’s Draft Report Entitled Licensing and Certification Fee
Methodology and Staff Utilization

"« The number of surveyors and administrative support personnel devoted to the
Hicensing and certification of health care acilities ~ 1266(d)(2HB){

. The percentage of time devoied to iicensing and certification activities for the various
types of health faciiities — 1266(d)2(B)H)

. The number of facilities receiving full surveys and the frequency and number of
foliow up visits - 1266(d}(2)(B)(iil)

. The number and timeliness of complaint investigations - 1288(d)(23(B)(iv)

. Data on deficiencies and citations issued, and numbers of citation review
conferencas and arbitration hearings - 1268(dy2)(B){(v)

« Cther applicable activities of the licensing and certification division -
1286{dH 2B}V

. The Percent of fime devoted to Surveyor and Administrative Support Personnel ~
HSC Section 1266(d)}2)B))

Recommendation 3

The Division should clarify with the Legislature whether the intent of HSC Section 1266
is 1o subsidize the exemptied health facilities fee indefinitely with General Fund. K the
intent is to sliminate all General Fund appropriations, the Division will need to perform

one of the following:

» Modify the fee methodology to spread the associated costs o the health facilities

required fo pay fees.

. Propose an amendment to H5C Section 1268 code fo reguire
facilities pay their share of the fees.

» ldentify another funding source.

Response

The California Department of Public Health (CDPH) disagrees with the above
recommendation.

Current statute provides language that arficuiates legisiative intent to fund exempt
health facilities fees using the General Fund {GF). Per HSC Section 1266(a}, the
Licensing and Certification Division shall be supported entirely by federal funds and
spetial funds by no earfier than the beginning of fiscal year (FY) 2008-10 uniess
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California Department of Public Health’s Responsse to the
Department of Finance’s Draft Report Entitled Licensing and Ceriification Fee
Methodology and Staff Utiiization

otherwise specified in statute, or unless tunds are specifically appropriated from the GF
i the annual Budget Act or other enacied legislation. For FY 2007-08, GF support shall
be provided to offset licensing and cerification fees in an amount of not less than two
million seven hundred eighiy-two thousand dollars ($2,782,000).

pursuant fo HSC Section 1266(f)(1}, no fees shall be assessed or collected pursuant to
this section from any state department, authority, hureal, commission, or officer, unless
sederal financial participation would become available hy doing so and an appropriation
is included in the annual Budget Act for that state department, authority, bureal,
comrmission, or officer for this purpose. No tace shall be assessed or collected pursuant
to this section from any clinic that is certified only by the federal government and is
exempt from licensure under Sectian 1208, unless federal financial participation would
hecome available by doing so.

GF monies received for other state depariments, authorities, bursaus, commissions, of
officers are in the form of a GF fransfer into the |icensing and Certification Program
Fund (Special Fund). No “subsidy” is received for these exempt facilities.

Eor £Y 2007-08, the GF appropriation was a subsidy for selected nonexempt facilities to
offset licensing and certification fees to phass in the right-sizing methodology.
Additional L&C Comments to Audit Ohservations

Audit Observation:

Page three of the draft DOF audit report, DOF states..... "other cata reqguired 10
calculate the fees is either unsupported or inaccurate.”

The footnote to the audit report states...... “iTy caloulate the 2008-08 licensing and
ceriification fees, the Division will likely use the federal Center for Medicare/Medicaid
Services (CMS) data and other estimates insiead of the Division's imesheet data. The
CMS data provides statistics regarding the standard average hours required fo
complete the activities that comprise mostly federal surveys that the Division is required
to complete each ysar, but does not include state licensing workload.”

L.&C Comment:
CMS requires a state match for some of the federal workload performed. Therefore, it

is appropriate to use dala obtained from the federal system as part of the fee
calculations.
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California Department of Public Health's Response to the
Department of Finance’s Draft Report Entitied Licensing and Certification Fee
Methodology and Staff Utilization

Audit Observation:
Page four of the draft DOF audit report states: -

«  Adiustments to the facility calegory costs that affect the total costs calculated were
supporied only by an email for the 2007-08 licensing and certification fees
calculated.

. Total outpatient faciliies and total beds for in-patient facilities used In the 2007-08
fae rate calculations did not agree to the Electronic Licensing Management Sysiem
reporis.

L &C Comments:

Adjustments made fo the final facility category costs that affected the total costs
calculated are documented in the Health Facility License Fees Annual Report FY 2007
08 binder provided to DOF. Final costs were based on 1) an email detailing the
required adjustments for various mandatory administrative costs as provided by the
Departiment’s Budget office, and 2) information provided in the FY 2007-08 Change
Book (Workshest — Conference Actions and Side-by-Side Worksheet) - as provided by

DOF.

it is difficult to respond to the statement that the Ejectronic Licensing Management
System (ELMS) reports did not agree with the outpatient facilities and total beds for in-
patient facilities used in the 2007-08 fes rate calculation. There could be various
reasons for variation in facility/bed counts. 1} Licensed opened/active facility counts in
ELMS are always changing and are poini-in-time, 2) The ELMS report in the fee pinder
contains avery category of facility. The fee workload calculations consolidate some of
those categories, 3) the ELMS repoit did not include the “certified only” facility count, 4)
the number of State Licensed-Only Surveys noted in the workload calculations may aiso
he facilities that require a federal survey and therefore are noted in the federal survey
and state survey workload, 5} initial cartifications noted on the workload are new
facilities not yet licensed and would not be racorded in ELMS, and 8} thers is aisc a
diffsrence between counting pure licensed open and active facilities and including the
various distinct parts of a facility. Forinstancs, a General Acute Care Hospital could
nave Skilied Nursing Facilities and intermediate Care Facilities as distinct paris.

Again, L&C recognizes the need o be more diligent in documenting data used, how the
data was used, and the source of the data when calculating facility license fees.
L&C will implement a more thorough documentation process for future fee calculations.
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The Department of Finance, Office of State Audits and Eveluations {Finance), received the
response from the California Department of Public Health Licensing and Certification Division
{Division} and have incorporated the response into cur final report. Except as noted below, the
Division concurred with our observations and recommendations.

Cibservation 1: Licensing and Certlification Fees May Mot Be Fairly Assessad
Among the Health Facilities

The Division indicated that a Timekeeping System Procedures Manual was provided to Finance
and asserts that it achieved a 95 percent timssheet accuracy rate. Additionally, the Division
states adjusiments fo facility category costs that affect the total cosis calculated were supporied
by both an e-mail from the Depariment’s Budget Office and information provided in the 2007-08
Change Book.

Lack of Written Procedures

YWe were unabile 1o confirm the accuracy of the 2008-07 timesheet data due to a lack of
supporting documentation maintained by the Division, Written procedures did not exist for the
timesheet review and adjustment process performed by the Division’s Headquarters office for
the July 2006 through April 2007 timesheets. This lack of procedures may have contributed to
the lack of supporiing documentation maintained for the changes made o the timesheet data for
this period.

We concur that the Timekeeping System Frocedures Manual was provided and that it included
various procedures for preparing timesheets, submitting timesheets to the Headquarters Office,
and some error correction procedures. To clarify the final repori, we restated the issus {0
indicate that the lack of written procedures for the timeshest adjusiment process performed by
Headquarters is the operational weakness.

Supporting Documentation for Adjustments

We concur that we received both the e-mail and the Change Book documentation in support of
the adjustments. While the majority of the adjustmenis were supported by documentation in the
Change Book, the cost adjustments for ProRata, refirement, statewide surcharge, employes
compensation, price increase, and a one-time adjustment were supported only by an e-mail
from the Budget's Office. Staff requested additional documeniation to verify the information in
the e-mail; however, additional documentation was not provided. To clarify this issue, the final
report was modified o reflect the specific adjustments that were only supported by the e-mail.
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Observation 2: Division Management Could Not Demonstrate How the Staff
Positions Were Used or Whether the Workload Activities Were
Efficiently Performed for Fiscal Year 2006-07

DOF acknowledges receipt of the Heaith Fadliities License Fees Annual Report for 2007-08,
which is based upon 2005-06 data. The objective of our review was to determing whether staff
were effeciively utilized during 2008-07, for which data was not provided. Therefore, the finding
remains as originally staied in the report.

Observation 3: The Licensing and Certification Program Wili Not Be Entirely
Supported by Federsl and Special Funds

The Division disagrees with the recommendation and asseris the legisiative intent is to fund
exempt health facilities using the General Fund.

YWe agree the legisiation does provide the ability for the exempted facilities 1o be billed if tederal
participation would become available by doing so, and an appropriation is included in the annual
Budget Act for that state department, authority, bureau, commission, or officer for this purpose.
Originally, Finance believed that the exempted facilities were not paying the fees. However, the
responss indicates that General Fund monies are currently received for these entitles. As a
result, this significantly reduces the risk that a General Fund appropriation will be required ic
cover shortfalls related to the exempt facilities. Therefore, we have removed this finding from
the final report.

However, if circumsiances change and the exempted facilities are no longer paying their portion
of the fees, we recommend the department reconsider the following options to ensure that the
Licensing and Cerfification Fund remains fully funded by federal and Special Revenue monies.

¢ Modify the fee methodology to spread the associaied costs to the health facilities
required to pay fees.

e Propose an amendment fo HSC Section 1266 code to require that exemptled faciiities
pay their share of the fees.

= ldentify another funding source.
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